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Sir  : 
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New  York,  /7M,  iSgj. 


I beg  to  hand  you  herewith  a copy  of  an  open  letter  to  Hon.  D.  W,  Voorhees, 
proposing  a plan  by  which  money  panics  can  be  hereafter  averted. 
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The  cause  of  our  financial  difficulties  is  that  our  banks  are  run  on  too  small 
a reserve.  A withdrawal  of  ten  per  cent,  of  deposits  is  sufficient  to  throw  the 
whole  system  into  confusion.  In  1884  the  failure  of  the  Metropolitan  Bank 
and  other  circumstances  caused  such  a withdrawal  and  the  consequent  panic, 
and  in  1893  the  silver  scare  has  done  the  same  thing.  These  troubles  are  not  due 
primarily  to  the  bank  failures  and  the  silver  question,  but  to  inherent  defects  in 
the  system,  therefore  the  true  mode  of  procedure  is  to  cure  the  system  so  that  it 
can  in  the  future  meet  similar  emergencies,  and  not  be  overwhelmed  by  them. 

Bankers  as  such  have  no  immediate  concern  in  the  purchase  and  minting  of 
silver  by  the  Government,  for  they  can  bank  as  well  on  one  basis  as  another, 
but  they  justly  ask  of  the  Government  a banking  system  as  nearly  perfect  as 
possible.  To  suggest  a mode  for  the  improvement  of  the  system  is  the  object 
of  my  letter,  to  which  I request  your  careful  attention. 

It  follows  as  the  natural  result  of  the  plan  contained  in  the  letter  that  our 
difficulties  could  be  immediately  removed  by  the  passage  of  a preliminary  Act 
which  would  give,  for  the  period  of  one  year,  pending  Congressional  inquiry, 
the  legal  tender  character  to  the  present  issues  of  Clearing  House  certificates, 
subject  to  the  approval  of  their  form  by  the  Secretary  of  the  Treasury.  This 
simple  expedient  would  change  the  certificates  into  legal  tenders,  restore  the 
bank  reserves  above  the  legal  limit,  and  immediately  release  to  an  equal  extent 
the  legal  tenders  and  gold  now  held  as  reserves.  Such  an  Act  would  afford 
immediate  relief  to  the  business  community,  and  in  an  entirely  safe  way,  because 
all  must  acknowledge  that  Clearing  House  certificates,  issued  under  the  New 
York  plan,  are  undoubtedly  secure. 


The  following  tables  make  a rough  calculation  of  the  relief  which  might  thus 
be  obtained,  the  first  being  of  cities  whose  clearings  amount  to  over  $500,000,000 
per  annum,  the  second  being  suggested  in  view  of  the  present  emergency.  The 
first  column  gives  the  names  of  the  Clearing  Houses,  the  second,  the  limit  to 
which  the  issue  of  certificates  might  safely  be  authorized  by  the  Secretary  of  the 
Treasury  as  a legal  tender  for  the  payments  of  debts  through  all  the  Clearing 
Houses  of  the  country. 


First  Table  : 

New  York 

Chicago 

Boston 

Philadelphia  

St.  Louis 

Baltimore 

San  Francisco  

Pittsburgh 

Cincinnati 

Total  relief  obtained 

Second  Table  : 

Minneapolis  and  St.  Paul 

Buffalo  

Detroit 

New  Orleans  

Providence 

Milwaukee 

Kansas  City 

Louisville  

Omaha 

Cleveland 

Denver 

Total  relief  obtained 


to  a limit  of  850,000,000, 
‘‘  15,000,000. 

15,000,000. 
“ 15.000,000. 

“ 5.000.000. 

“ 5,000  000. 

“ 3 000.000. 

‘‘  3.000.000. 

“ 3,000.000. 

8114,000,000. 

.to  a limit  of  $2,000,000. 
“ 2.000,000. 

“ 2,000.000. 

“ 2,000,000. 

“ 2.000.000. 

“ 1,500,000. 

“ 1.500,000. 

“ 1.500,000. 

“ 1,500  000. 

“ 1,500.000. 

“ 1,500,000. 

$19,000,000. 


Banks  connected  with  Clearing  Houses  which  have  already  issued  certificates 
would  be  able  to  grant  accommodations  to  corporations  and  individuals  on  the 
authority  of  such  an  Act  the  day  the  bill  became  a law,  and  no  doubt  that  would 
be  the  last  day  of  the  panic. 


No  additional  machinery  is  needed  to  accomplish  this  result,  only  an  Act  of 
Congress.  Respectfully, 

THEODORE  GILMAN. 
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THE  COMPLETION  OF  THE 


NATIONAL  BANKING  SYSTEM. 


The  hicorporation  of  Clearing  Houses  under 
U^iited  States  charters,  with  additional  powers  and 
duties  ; the  Issue  of  Clearing  House  Legal  Te^iders, 
and  the  guarafiteeing  of  Deposits,  as  a means  of 
preve7iting  Money  Panics. 


New  York,  July  2y,  i8gj. 


To  the  Hon.  Daniel  W.  Voorhees, 

Chairmafi  of  Committee  on  Finance, 

U.  S.  Senate,  Washington,  D.  C. 

Sir  : , 

The  system  of  banking  prevailing  in  this  country  under  the  laws 
of  Congress  is  now  passing  through  a test  period.  A test  involves 
a strain  greater  than  is  required  for  work  done  under  ordinary 
conditions.  No  system  can  be  considered  perfect  which  breaks 
down  when  put  to  the  test.  Our  banking  laws  on  the  one  hand 
invite  the  investment  of  capital  in  a business  which  is  intended 
to  be  so  surrounded  by  legal  safeguards  that  the  risk  is  supposed 
to  be  small  to  those  who  act  strictly  within  the  provisions  of  the 
law.  On  the  other  hand,  the  law  invites  the  people  to  deposit 
their  money  with  the  banks  because  the  safeguards  are  assumed 
to  be  sufficient  for  their  protection.  Experience  has  shown  that 
under  ordinary  conditions  our  National  banking  system  works  well 
and  shows  no  appearance  of  defective  theories,  but  under  the  stress 
^f  severe  and  protracted  strain  it  fails  unmistakeably  to  accomplish 
some  of  the  results  for  which  it  was  designed. 

The  present  financial  disturbance  is  marked  by  one  distinguish- 
ing characteristic,  which  is  a lack  of  confidence  both  on  the  part 
of  the  banks  and  of  depositors  in  the  provisions  of  the  law  for 
their  protection.  And  this  lack  of  con^dence  is  well  founded.  A 
bank  conducted  in  strict  compliance  with  the  law  as  to  reserves 
and  investments,  and  honestly  and  prudently  managed,  with  not  a 
single  weak  asset  on  its  books,  could  not  hope  to  withstand  suc- 
cessfully the  unusual  demands  of  the  past  few  weeks  without  out- 
side assistance.  The  perception  of  this  fact  by  the  depositing 
public  was  enough  to  produce  a money  panic.  Bank  officers  and 
the  public  alike  see  that  the  ordinary  provisions  of  the  law  are 
inadequate  to  protect  either  the  capital  invested  under  the  sanc- 
tion of  the  law  and  in  compliance  therewith,  or  the  depositors 
who  relied  thereon.  The  panic  is  therefore  rational,  for  it  is  based 
on  facts  which  justify  it.  Numerous  suspensions  and  failures  have 
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taken  place  by  which  depositors  will  not  ultimately  lose  anything, 
because  the  banks  are  said  to  be  sound  and  well  managed.  Here, 
then,  we  have  loss  of  credit,  distress,  derangement  of  business, 
and  every  evil  which  can  come  from  a bank  failure  or  suspension, 
except  loss  to  depositors;  and  yet  there  has  been  no  infringement 
of  the  law,  or  business  mistakes,  or  even  errors  of  judgment. 
Though  there  were  none  of  these,  and  the  compliance  with  the 
law  has  been  perfect,  yet  the  result  has  been  disaster. 

It  is,  therefore,  a matter  of  common  honesty  and  fair  dealing 
with  the  stockholders  of  National  banks  to  change  the  provisions 
of  the  law  so  that,  even  under  the  stress  of  the  greatest  strain 
that  can  be  imagined,  it  shall  be  sufficient  for  their  complete  and 
perfect  protection.  It  is  an  exceedingly  simple  and  easy  matter 
to  accomplish  this,  but  not  at  all  simple  to  do  so  in  a way  to 
leave  the  banks  in  a position  to  earn  a fair  return  upon  their 
capital.  If  the  reserve  limit  was  raised  to  75  cent.,  all  to  be 
kept  in  the  bankas  own  vaults,  we  would  of  course  hear  no  more 
of  bank  failures.  But  under  such  a restriction  most  banks  would 
retire  from  banking,  because  the  business  would  thereby  be  made 
unprofitable.  To  maintain  such  a large  amount  of  capital  in  per- 
petual idleness  would  entail  a great  loss  of  productive  power  on 
the  community.  It  would  be  like  the  policy  of  keeping  a large 
standing  army  at  all  tinges,  instead  of  a militia  which  can  be  called 
out  when  needed.  What  is  wanted  is,  therefore,  not  more  idle 
capital,  but  a well-secured  reserve  which  can  be  relied  on  in  case 
of  necessity,  and  which,  when  it  has  rendered  its  service,  can  be 
retired,  leaving  the  small  regular  reserves  on  duty  on  a peace 
footing.  This  is  the  application  to  business  affairs  of  the  methods 
which  have  been  found  both  economical  and  effective  in  the 
government  of  a State. 

The  banks  of  New  York  City  have  established  a mode  of  meet- 
ing a crisis,  which  is  at  once  effective  and  simple,  by  the  use  of 
Clearing  House  certificates.  These  certificates  form  a currency 
among  the  members  of  the  Clearing  House  which  is  accepted  by 
them  in  payment  of  debts  due  each  other.  It  is  only  necessary 
to  legalize  and  extend  that  which  is  now  done  extra-legally,  to 
afford  instant  relief  to  the  whole  banking  and  business  community. 
This  could  be  accomplished  by  a law  in  Congress  incorporating 
Clearing  Houses.  These  institutions  are  a necessary  part  of  the 
National  banking  system,  ^nd,  as  such,  they  should  have  a uniform 
method  of  operation,  and  derive  their  powers  from  the  National 
Government.  All  the  National  banks  in  the  country  might  be 
included  in  Clearing  House  districts,  and  banks  organized  under 
State  laws  might  also  be  members.  All  their  powers  and  privileges 
would  be  specified  and  regulated  by  the  law,  and  among  these 
should  be  the  power  to  issue  Clearing  House  legal  tenders.  This 
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power  should  be  limited  to  those  whose  clearings  were  the  largest, 
say  $500,000,000  per  annum  or  over.  These  Clearing  House  legal 
tenders  should  not  only  be  a currency  between  banks  but  for  the 
people  as  well.  They  should  be  a legal  tender  for  the  payment 
of  debts  at  all  Clearing  Houses,  thus  maintaining  them  at  par 
over  the  whole  country,  and  be  counted  by  banks  holding  them 
as  part  of  their  reserves.  The  amount  of  the  reserve  provided 
for  by  the  Clearing  House  legal  tenders  should  be  large  enough 
to  make  the  provision  adequate  for  all  possible  requirements.  The 
^ present  legal  reserve  is  25  per  cent.,  and  the  maximum  of  the 

reserve  thus  provided  should  be  25  per  cent.  more.  The  banks 
would  thus  possess  a reserve  of  fifty  per  cent,  immediately  avail- 
able, of  which  25  per  cent,  would  be  active  and  25  per  cent, 
latent,  but  ready  to  come  into  existence  at  short  notice.  A 50  per 
cent,  reserve  would  be  sufficient  to  meet  and  overcome  the  severest 
panics  this  country  has  known.  The  effect  of  the  possession  of 
this  power  by  the  banks  would  necessarily  be  that  the  danger  of 
a money  panic  would  be  forever  removed.  The  power  to  make 
such  issues  would  stamp  out  forever  the  fear  that  a crisis  would 
or  might  occur  when  the  banks  would  not  h^ve  enough  money 
to  “go  round.”  The  power  to  produce  disaster  by  hoarding  cur- 
rency, which  is  now  possessed  by  timorous  or  evil-minded  men, 
would  be  forever  taken  away. 

The'ie  new  legal  tenders  would  be  secured,  as  Clearing  House 
certificates  now  are,  by  pledge  of  bank  assets  at  75  per  cent,  of  their 
value,  and  guaranteed  by  all  the  banks  of  all  the  Clearing  Houses, 
the  members  of  each  Clearing  House  being  the  first  guarantors  of 
their  own  issues.  They  would  be  issued  in  conformity  to  the  finan- 
cial principle  recognized  by  all  authorities,  and  well  stated  by 
Charles  Moran  in  his  book  on  “Money”  (1863)  page  no,  as  follows; 

“ Paper  money  to  perform  successfully  the  functions  of  money, 
should  never  be  issued  except  against  a pledge,  direct  or  indirect, 
of  a greater  value  of  useful  commodities,  needed  by  the  com- 
munity. applicable  to  the  redemption  of  the  bank  notes  issued.” 

A six  per  cent,  rale  of  interest  to  banks  taking  Clearing  House 
« legal  tenders  would  act  as  a check  upon  their  issue,  and  they 

, would  not  be  taken  so  much  for  profit  as  for  protection  and 
necessity.  The  interest  on  the  notes  of  the  banks  applying  for  . 
the  currency  would  accrue  to  the  Clearing  Houses  to  form  a fund 
to  meet  such  obligations  as  they  might  have.  Such  legal  tenders 
would  be  intended  to  perform  a temporary  service,  and  provision 
should  be  made  for  the  Comptroller  to  call  for  their  retirement 
in  installments  of  a certain  percentage  at  specified  times.  The 
time  they  should  be  allowed  to  remain  out  might  extend  over  six 
to  nine  months  to  permit  settlements  to  be  made  and  other  liqui-  . 
dations  from  sales  ot  securities,  produce,  and  merchandise.  If  cash 
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for  their  redemption  was  not  provided  by  the  borrowing  banks,  or 
by  sale  of  the  assets  pledged,  then  the  resulting  loss  should  be 
assessed  first  on  the  banks  in  the  districts  making  the  issues,  and 
thereafter  on  all  National  banks  in  proportion. 

Immunity  from  the  disasters  which  result  from  a money  panic 
is  a protection  demanded  by  justice,  and  should  be  given  by  law 
to  the  banking  corporations  which  the  law  creates.  As  the  expe- 
rience of  every  panic  proves  that  the  present  provisions  of  the 
banking  law  are  inadequate  to  the  giving  of  that  protection,  then 
whatever  remedy  experience  shows  is  effective  should  be  incor- 
porated in  the  law.  The  experience  of  New  York  in  the  use  of 
Clearing  House  certificates  shows  that  they  are  effective  and  safe 
in  their  final  results. 

But  if  the  banks  are  given  by  law  the  m(tans  of  absolute  pro- 
tection against  the  assault  of  a panic,  they  in  their  turn  may 
well  give  to  the  public  absolute  guarantee  against  loss  of  deposits. 
To  accomplish  this  would  require  but  a small  tax  on  the  banks 
when  equally  distributed  according  to  capital  and  deposits,  but 
the  effect  of  the  guarantee  on  the  community  would  be  to  re- 
move that  feeling  of  apprehension  which  is  the  beginning  of  a 
panic.  The  guarantee  of  deposits  would  be  an  ample  considera- 
tion given  by  the  banks  in  return  for  the  power  to  protect  them- 
selves by  the  issue  of  Clearing  House  legal  tenders. 

The  law  creating  the  Clearing  Houses  should  provide  that 
whenever  a bank  is  closed  by  order  of  the  Comptroller,  the 
Clearing  House  of  its  district  should  immediately  take  charge  of 
its  affairs  and  pay  off  all  its  depositors  on  demand,  and  draw  on 
each  and  all  of  the  Clearing  Houses  for  the  proportion  of  the  funds 
necessary  to  do  this,  assessed  on  the  banks  for  whom  they  clear  or 
who  are  within  their  district.  When  the  depositors  are  paid,  the 
assets  would  belong  to  the  Clearing  Houses,  and  as  they  were  cashed, 
dividends  would  be  paid  first  to  banks  outside  of  the  district  of 
the  failed  bank,  and  any  resulting  loss  would  be  borne  by  the  banks 
within  its  district,  and  not  by  those  outside  or  by  the  community. 
The  expense  of  such  a liquidation  would  be  small  compared  to  that 
under  the  present  system.  The  loss  thus  resulting  to  the  banks 
would  be  comparatively  trifling,  but  the  convenience  to  the  public 
and  the  confidence  produced  in  the  minds  of  the  depositors  by 
reason  of  the  conviction  that  no  loss  could  possibly  result  to 
them  from  having  their  bank  accounts  tied  up,  would  leave  little 
to  be  desired  in  the  way  of  a banking  system.  The  advantage  of 
the  insurance  of  deposits  is  not  apparent  in  quiet  weather  when 
all  is  plain  sailing,  but  when  a wild  and  senseless  rush  begins 
first  at  one  bank  and  then  at  another,  the  protection  becomes  of 
great  value,  for  it  is  evident  that  it  is  in  the  power  of  depositors 
to  embarrass  any  bank  which  has  not  all  its  deposits  in  cash  in 
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its  vaults.  While  this  insurance  gives  the  greatest  benefits  to  de- 
positors, it  is  also  certain  that  it  is  worth  to  the  banks  many 
times  more  than  it  costs  in  the  safety  and  regularity  of  doing 
business  thereby  secured  to  the  guaranteeing  banks  of  deposit.  A 
guarantee  of  deposits  would  also  make  banks  and  Clearing  Houses 
watchful  of  the  methods  of  their  members,  and  the  act  incorpor- 
ating  them  should  provide  for  such  scrutiny  and  make  it  obliga- 
tory on  the  Comptroller  to  examine  banks  at  their  request.  Care- 
fulness in  business  methods  would  thereby'  be  promoted  and 
experience  preserved  and  made  available  for  the  future. 

suggestion  to  this  effect  was  made  a number  of  years  ago 
by  Ex-Gov.  Merrill  of  Iowa,  with  that  sagacity  w'hich  always 
characterized  his  public  utterances,  but  the  times  were  not  then 
ripe  for  such  a measure.  The  subject  has  also  been  discussed 
since  then.  Gov.  Merrill  had  a long  experience  as  a Bank  Presi- 
dent, both  under  the  State  system  of  Iowa  and  afterwards  under 
the  National  system.  Now  that  the  National  system  has  developed 
an  inherent  weakness,  and  the  country  is  almost  in  a state  of 
chronic  panic,  it  seems  an  opportune  time  to  complete  the  National 
banking  laws  by  adopting  provisions  which  will  prevent  the  recur- 
rence of  money  panics  and  loss  of  time  or  money  to  depositors. 

It  is  to  be  remembered  that  such  measures  have  their  effect  not 
only  on  National  banks,  but  also  on  all  the  financial  interests  of 
the  country  which  rest  upon  the  deposit  banks  as  their  founda- 
tion. The  deposit  banks  are  the  great  balance  wheel  of  the  coun- 
try. On  their  orderly  movement  depends  in  a great  measure  the 
safety  of  the  Savings  Banks  and  the  commercial  community.  The 
present  disturbance  has  thus  far  affected  only  the  deposit  banks, 
but  if  not  arrested  it  may  extend  to  the  depositors  in  Savings 
Banks.  If  these  are  seized  with  any  unreasoning  fear,  which  now 
may  be  brewing,  and  the  burden  of  providing  for  ten  per  cent,  of 
these  deposits,  or  even  a hundred  millions  of  them,  be  added  to 
present  requirements,  it  is  evident  that  a general  collapse  and 
prostration  of  the  entire  business  interests  of  the  nation  might 
ensue. 

The  entire  community  is  therefore  interested  in  any  attempt  to 
perfect  and  complete  the  National  banking  system,  because  in  pro- 
portion as  such  efforts  are  successful  are  the  material  interests  of 
the  whole  country  promoted. 

Respectfully, 

Theodore  Gilman. 


Reprinted  from  the  September  (1893)  number  Banker’s  Magazine. 


